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Abstract
Financial stability has a crucial role in the financial system and in the economy as a whole,
as shown  by the  current  worldwide  economic crisis.  Therefore,  in  order to  protect the
financial system and to ensure financial stability, the identification of the main risk and
vulnerability sources is of utmost importance. All involved parties, as well as financial
institutions and supervision authorities need to be informed about the risks.
Banks,  insurance  companies and other financial institutions represent the  first line  of
defence against financial  crises. These  institutions  are  responsible for  maintaining their
viability  and  solvency,  as  well  as for  checking  the  debtors’  credit  worthiness and  for
managing the undertaken risks.
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INTRODUCTION
The global financial crisis revealed significant breaches in the regulation
and supervision of the international financial system. The international financial
system’s increased vulnerability to risk was caused, among other factors, by the
deepening  of  financial  markets  due  to  the  use  of  complex  instruments,  the
development of financial institutions with increased transnational activity and the
increased interconnectivity of financial institutions.
The  idea  of  a  new  structure  for  the  financial  supervision  system  was
determined by the 2008 financial crisis which highlighted the flaws of the system
as a whole, as well as the impossibility of precisely identifying the risks before
they occur and the connections between institutions and markets. These problems
jeopardise the stability of the financial supervision system. The need for a micro-
and macro-prudential approach of financial supervision determined the need for a
redesigned  architecture  of  the  financial  supervision  system’s  institutional
framework.
The  measures  adopted  by  public  authorities  for  the  prevention  and
minimisation  of  financial  crises  represent  the  second  line  of  defence.  These
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 Prudential regulations which have to be respected by financial institutions
in order to ensure an effective risk management and the security of clients’ funds,
but also to release the necessary information in order to promote market discipline;
 Prudential supervision, i.e. ensuring that the regulations are respected by
financial institutions;
 Financial  stability  monitoring  and  evaluation,  which  helps  identify  the
vulnerabilities and risks which affect the entire financial system.
Despite all the above mentioned measures, should the financial institutions
face any difficulties, the intervention of public authorities might be required.
The European Central Bank (ECB) overtook the task of the EU member
states’ former central banks. The ECB has broad autonomy, since its Articles of
Incorporation  do  not  include  the  ability  to  monetise  the  budget  deficit  of  the
member states’ governments. The independence of the ECB is also suggested by
the relatively low political influence governors have on the central bank. (Cechin-
Crista D., 2009).
The  ECB  and  the European  System  of  Central  Banks  (ESCB)
systematically monitor the cyclical and structural evolution of the Eurozone/EU
banking and other financial sectors in order to identify any vulnerability and to
check the system strength.
This evaluation is performed together with the national central banks and
with the EU supervision authorities, by means of ESCB’s Banking Supervision
Committee.
The  ECB  performs  the  financial  stability  monitoring  and  evaluation  on
several  levels:  Financial  Stability  and  Supervision  (as  coordinator),  Economics,
Market Operations, International and European Relations, Payments and Market
Infrastructure.
Based on its competence in the domain, the ECB is often required to assist
EU  and  national  authorities  to  design  and  define  financial  regulations  and
supervision requirements applicable to financial institutions. The ECB sometimes
offers to contribute to the discussions. Regardless whether the ECB is consulted or
not, it must ensure that financial stability is taken into account.
The European Central Bank:
 Is consulted regarding European and national law proposals on financial
stability and supervision;
 Takes part in European and international specialist committees such as:
 Basel Committee on Banking Supervision;
 European Banking Committee (EBC);
 European Securities Committee (ESC);
 Committee of European Banking Supervisors (CEBS);
 Committee of European Insurance and Occupational Pensions
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PROMOTING COOPERATION
Central  banks,  especially  the  European  Central  Bank  (ECB)  and  the
European System of Central Banks (ESCB), and the EU supervision authorities
collaborate mainly through ESCB’s Banking Supervision Committee (BSC). The
BSC was formed in 1998 to support the ESCB in fulfilling its mission of prudential
supervision  and  financial  system  stability.  The  members  of  BSC  are  high
representatives of the ECB and of the ESCB central banks, as well as of national
banking supervision authorities of the EU countries in which the central bank is not
responsible for ensuring banking supervision.
Cooperation and frequent information exchange are crucial for maintaining
financial stability, both in normal market conditions and in the case of financial
crises. Ministries of Finance are also involved in these exchanges when managing
and solving a crisis. To ensure a solid base for cooperation, all authorities have
signed a memorandum of agreement. The agreed procedures are constantly revised
and tested by the simulation of financial crises and other such activities.
PROPOSALS  ON  THE  MODIFICATION  OF  THE  EUROPEAN
FINANCIAL SUPERVISION SYSTEM
As a reaction to the global economic and financial crisis (Larosière Group
Report  Recommendations),  a  new  design  of  EU  financial  supervision  was
necessary, i.e. the creation of a European Financial Supervision System.
The European Financial Supervision System consists of:
- European Systemic Risk Council (ESRC);
- European Banking Authority (EBA);
- Committee of European Insurance and Occupational Pensions Supervisors
(CEIOPS);
- European Securities and Markets Authority (ESMA);
- Joint Committee of the European Supervisory Authority;
- National Supervision Authorities.
The European Systemic Risk Council (ESRC) is responsible for the macro-
prudential supervision of the EU financial system.
National  authorities,  mostly  central  banks,  were  forced  to  continue  the
process of enhancing the national banking system safety devices, which included
aligning their systems to the European developments in the domain.
The  banking  system’s  safety  device  comprises  a  series  of  mechanisms
meant to counter-balance the informational inefficiency of some banking market
components.  Since  this  inefficiency  is  mostly  noticed  in  periods  of  high
uncertainty,  the  safety  devices  aims  at  neutralising  the  unfavourable  effects  on
financial stability which can be caused by certain elements of market participants.
Should the prevention and early intervention measures adopted by the ECB
for avoiding bank account risks prove to be insufficient, financial stability is to be
ensured by means of contingency plans. Such contingency plans specify when the
banking  supervision  authority  has  to  intervene  and  describe  the  politics  and
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banking crisis. Such a solution has to ensure that the bank’s exit from the market is
well managed in order not to affect financial stability.
The evolution of the prevention and management of financial crises at a
European level led to measures by the European Commission. The Commission
drafted  a  set  of  documents  regarding  an  EU  framework  for transnational  crisis
management  in  the  banking  sector  and  published  the  results  of  the  public
consultations on the issue.
There are increased discussions in the EU about possible mechanisms for
splitting the fiscal burden among member states in the situation of a transnational
crisis, as well as about the organisation and functioning of transnational stability
groups.
A new part of the international supervision activity takes place by means of
the Committee of European Banking Supervisors (CEBS). A priority in 2010 was
the transformation of CEBS into a new structure, the European Banking Authority
(EBA),  as  a  measure  to  reform  the  European  supervision  system.  Regulation
No.1093/November 2010 of the European Parliament and of the Council created
the  legal  framework  of  EBA,  assigned  additional  responsibilities  and  clearly
defined its legal prerogatives.
Financial  supervision  authorities  work  together  with  the  new  European
supervision authorities to ensure financial stability at credit institution level and the
protection of financial service users.
NATIONAL CONCERNS REGARDING FINANCIAL STABILITY
As an active participant in the European Commission debates, including
the debates on law proposals regarding bank deposit guarantees, the National Bank
of Romania (BNR) attempted to ensure financial stability by taking several actions.
One particular action led to the increase of the guaranteed level to 100,000 euro
(equivalent amount in lei) and to the enhancement of the Bank Deposit Guarantee
Fund (FGDB) financing policy. By means of the attracted resources, the Fund has
one of the highest levels of guarantees in the EU, as compared to other such Funds.
It is foreseen that during the next 4 years the level will reach 2% by raising the
contribution rates from 0.2% to 0.3% and by fulfilling the relevant conditions set
forth in the multilateral preventive financial arrangement between Romania, on the
one hand, and the EU, the International Monetary Fund and the World Bank, on the
other hand.
At the end of 2011, the National Bank of Romania requested the European
Central Bank to issue a notice regarding a Government Emergency Ordinance bill
to  modify  and  amend  the  Government  Emergency  Ordinance  no.  99/2006
regarding credit institutions and asset adequacy and Government Ordinance no.
39/1996 regarding the  creation and functioning of the Bank Deposit Guarantee
Fund.
This  Government  Emergency  Ordinance  bill  regarding  the  creation  and
functioning of the Bank Deposit Guarantee Fund refers to the National Bank ofStudia Universitatis “Vasile Goldiş” Arad                  Economics Series  Vol 22 Issue 3/2012
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Romania  and  to  the  regulations  applicable  to financial  institutions,  should  they
have a substantial influence on the stability of financial institutions and markets.
This  Emergency  Ordinance  bill  aims  at  improving  the  supervision
measures at the level of the Romanian banking system.
1. This bill provides the supervision authority with the instruments needed
to manage financial stability threats generated by the deterioration of the financial
situation of authorised credit institutions or of the groups they belong to. For this
reason,  the  introduction  of  stabilisation  measures  for  credit  institutions  is
suggested, in addition to the already applicable special administration procedure.
2.  The  bill  introduces  stabilisation  measures  in  the  legal  framework
regarding  the  activity  of  credit  institutions  and  financial  investment  services
companies which function in Romania:
 Total or partial asset and liability transfer of a credit institution to one or
more eligible institutions;
 Designating the Bank Deposit Guarantee Fund as a delegated administrator
and, should it be the case, as a shareholder of the problematic credit institution, by
increasing the credit institution’s registered capital and subscribing the new shares
issued by the Fund. The Fund must transfer the received shares in a timeframe of
maximum two years after the receipt of the shares;
 Asset and liability transfer of a credit institution to a bridge bank created
for this purpose, should the above mentioned measures be impossible to apply or
be insufficient for removing the financial instability threat.
The Bank Deposit Guarantee Fund is a public legal entity meant to ensure
the financing of the stabilisation measures. The Fund uses the financial resources
of the Bank Restructuring Fund; when these resources are insufficient, the Fund
uses its own financial resources. This financing cannot exceed 0.5% of the total
value of the guaranteed deposits, since this would expose the Fund to additional
risks.
Should the financial resources of the Bank Deposit Guarantee Fund prove
to be insufficient, the Fund may access loans offered by the Ministry of Public
Finance. Such loans are granted by the Ministry in 15 work days after the date of
solicitation by the Fund.
The conditions for granting such a loan are established in a Government
Resolution. According to the legislation applicable to credit institutions and under
the prudential supervision of the National Bank of Romania, bridge banks are
created to function as a bank for maximum two years (this period can be extended
should there be serious reasons).
A bridge bank ensures the prudential continuity of the banking services
which are associated to the assets and liabilities transferred for the later sale to an
eligible third party. The bridge bank takes over the rights and obligations resulted
from the contracts of the credit institution from which the transfer was performed.
The sale of the bridge bank is performed based on a Resolution of the
National Bank of Romania using:
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b) Asset sales with the acceptance of liabilities.
3.  The  legal  framework  of  the  Bank  Deposit  Guarantee  Fund  in  the
Romanian  banking  system  is  also  modified  in  order  to be  compatible  with  the
intended stabilisation measures and with the additional granted competences: the
Fund  can  become  the  delegated  administrator  and  the  shareholder  of  a  credit
institution under the incidence of stabilisation measures; in the case of a bridge
bank, the Fund is its sole shareholder and acts as a supervisory board.
In the above mentioned cases, the Bank Deposit Guarantee Fund finances
the  stabilisation  measures  with  the  previous  consent  of  the  National  Bank  of
Romania. The Ordinance bill also modifies the status of the special fund. This
special fund was originally created to offer compensation to those affected by the
special administration procedure measures. The status change allows the financing
of stabilisation measures and renames the special fund: Bank Restructuring Fund.
CONCLUSIONS
The reform of the financial system regulation framework as proposed by
the new supervision system aims at promoting a stronger and more reliable banking
sector. This goal is achieved by applying measures meant to improve its ability to
absorb financial and economic shocks, regardless of their originating source, as
well  as  to  reduce  the  risk  of  the  financial  sector  problems  entering  the  real
economy.
The  new  standards  also  aim  at  improving  risk  management,  enhancing
bank  transparency  requirements  and  solving  systemic  problems  of  banks  with
intense transnational activity. The measures of the new supervision system mainly
require  banks  to  apply  stricter  standards  regarding  capital  adequacy,  liquidity
requirements  and  leverage  ratio.  All  these  reforms  aim  at  increasing  financial
system benefits by reducing the frequency and intensity of economic crises and,
implicitly, the economic costs of such crises.
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